The federal government should take specific actions to catalyze impact investment in energy innovation and deployment, and to provide strategic coordination among a diverse set of impact-interested capital providers.
OCTOBER 2014 I Impact Investing in the Energy Sector

Executive Summary
Overwhelming social and economic imperatives exist, both nationally and globally, for investment in the energy sector.
Investable capital from the philanthropy and family office community is underused in the energy sector, despite significant and growing interest.
Recent events hosted by the federal government serve as a stimulus for high-level action.
Federal government resources could be valuable for impact investors. Philanthropic investment in energy innovation and deployment has fallen short, both in absolute terms and in strategic orientation.
High-profile failures in cleantech venture capital and government grants and loans have stigmatized energy solutions for mainstream investors.
Policy and capital markets are the only interventions large enough to mitigate climate change on a reasonable time horizon, but activities are not currently coordinated.
Information exchange platform(s)
Research on policies conducive to the work and dissemination of reports.
Intermediary organizations: strengthened and coordinated with private investors, as well as public-private partnerships.
Support a national task force led by the private sector to coordinate action, propose public-private partnership opportunities, and surface relevant policy issues.
Offer grant funding for private intermediary efforts.
"A movement is afoot…the movement is called impact investing…[and it requires] a more intentional and proactive partnership between government and the private sector."
US National Advisory Board on Impact Investing, June 2014 1 Economic and social imperatives require that energy innovation and deployment become an integral part of the impact investing movement. While the overall market for impact-oriented capital is large and growing -a recent report found $46 billion in impact investments under management globally -energy has remained on the margins of impact investing in practice. 2 In the spring and early summer of 2014, the federal government hosted a series of conversations to stimulate high-level action. Now it is time for the federal government to leverage its resources to help put impact investment in the energy sector into play at scale.
This paper builds on the following events held in Washington, D.C. over the past six months:
We believe in a broad definition of impact investing because of the speed and scale required for low-carbon energy innovation and deployment. This paper covers the motivations and approaches for what we call "capital I " Impact investors, whose primary desire is to achieve specific impact objectives and whose approach to investing involves sophisticated impact metrics and screens. It also covers what we call "lowercase i " impact investors, a large and growing pool of mission-interested capital providers for whom impact investing is simply the evolution of traditional portfolio management. We use the term "concessionary" to indicate a strategic choice to diverge from traditional asset class standards in terms of financial returns, risk, or timeline to achieve desired impact objectives. We use the term "nonconcessionary" investment to mean investments made at the market rate, where incorporating impact metrics also supports long-term performance objectives.
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Within the core impact investing movement, which is largely characterized by "capital I " impact investors, discussions of energy have generally been limited to development work abroad or energy efficiency in low-income housing in the U.S. While both are critical pursuits for impact investors, investments in a broader set of energy innovation and deployment opportunities have the potential to generate a much wider range of positive outcomes including job creation, advancing science and technology, stewarding natural resources, and protecting public health.
Experts believe that to avoid the most catastrophic impacts of climate change, investment in clean energy must double by 2020 from a baseline of roughly $250 billion per year, and quadruple by 2030. 4 While governments, development banks, and traditional project financiers will deploy the majority of those dollars, impact capital has an important role to play in filling critical capital gaps and leveraging resources. Increased harmony and strategic coordination among "capital I " and "lower case i " impact investors will help drive success and expediency in scaling up investment in clean energy.
This paper highlights specific actions the federal government can take to provide a strategic coordination function among the diverse set of actors with flexible, mission-interested capital, and to catalyze investment in energy innovation and deployment. Our primary goal is to advance a conversation among government stakeholders that will lead imminently to action, putting energy at the center of the burgeoning impact investing movement.
Introduction ( Continued )
Investable assets by families represent a significant, and largely untapped, pool of capital for impact investment in energy. In 2011, individuals were the largest source of charitable giving in the U.S., donating $218 billion to public charities and accounting for 73% of total charitable giving. In addition to donating to nonprofit organizations, households with assets over a specific threshold -accredited investors -can make for-profit investments that may or may not be inspired by social impact. In 2013, angel investments from accredited investors into companies across all sectors in the U.S. totaled $24.8 billion, which came from 298,800 separate households and focused primarily on consumer-facing software and media investments. 5 With the advent of crowdfunding websites that facilitate donations from unaccredited investors (e.g., Kickstarter) and angel investments from accredited investors (e.g., AngelList), the crowdfunding industry grew to more than $2.7 billion in 2012.
One particular structure that has emerged as a popular resource for high-net-worth households is the single or multi-family office -a private company that manages investments and trusts for one or many families. Experts estimate that one family needs at least $250 million in assets to justify the expenses associated with operating a single-family office; there are approximately 5,000 single-family offices in the United States. 6 7 Separately, multi-family offices vary widely in terms of assets under management, number of families served, and services provided. Most offer travel and estate planning, accounting, and investment and philanthropy advisory. Philanthropic services might include helping clients to establish a private foundation or providing strategic guidance for grantmaking and endowment management.
Families
Types of Impact Investors
In 2011, U.S. foundations' endowments were estimated to be worth approximately $600 billion and grant disbursements totaled $47 billion. 8 There are three types of foundations in the U.S.: private foundations -typically endowed by one individual or family (e.g., William and Flora Hewlett Foundation), corporate foundations -operated by a for-profit company (e.g., Newman's Own Foundation), and public foundations, including community foundations, that are focused on defined geographic areas (e.g., the Boston Foundation) or constituents (e.g., women and girls). Ninety-eight percent of the more than 86,000 foundations in the U.S.
have less than $50 million in assets under management, and 60% of foundations have less than $1 million. 9 As of February 2014, the 100 largest U.S. foundations controlled approximately $300 billion in assets, 10 and capturing 1% of those assets annually would eclipse total current U.S. public spending on energy R&D. 11 The Internal Revenue Code (the Tax Code) mandates that private foundations spend 5% of total assets on charitable purposes annually. Increasingly, foundations are forging impact investment strategies both to meet the 5% distribution requirement and to manage the other 95% (i.e., foundation endowments).
Foundations
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Institutional Investors
Beyond families and foundations, a vast universe of asset owners make critical investment decisions pertaining to energy innovation and deployment. This group includes pension and insurance funds, university endowments, and sovereign wealth funds. These capital providers are motivated to pursue investments in energy solutions for one or both of these reasons: (1) to please stakeholders or shareholders and/or (2) to accomplish strategic portfolio objectives. It is important to note that investment professionals at these institutions have a fiduciary responsibility to preserve and grow capital over time, making them primarily "lower case i " impact investors.
Estimates vary for the amount of institutional capital with an appetite for impact in energy. One illustrative data point is the Investor Network on Climate Risk (INCR), run by Boston-based nonprofit Ceres, which represents more than $11 trillion in assets managed by more than 100 institutional investors, and where all members have committed to investing in opportunities tied to climate change. 12 Because the majority of capital among institutional investors today is deployed via fund managers, public equity screens are currently the primary mechanisms for these investors to achieve impact. The trend toward disintermediation (e.g., direct deployment of capital at scale) creates the opportunity for institutional investors to more actively incorporate impact considerations in their investment decision-making.
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Types of Impact Investments
One tool used by foundations to achieve their charitable end goals is to invest in market-based solutions using program-related investments (PRIs). PRIs are concessionary investments that count toward a private foundation's 5% mandatory payout requirement; they can be made as equity investments, loans, loan guarantees, or other types of investment to either nonprofit or for-profit enterprises. Community and other public foundations may also make concessionary PRI-like investments but are not required to meet the same tax criteria as private foundations.
Despite their compelling value proposition to philanthropists, PRIs have been used sparingly since being added into the Internal Revenue Code in the 1960s. Best available data shows approximately 5,000 PRI transactions made since 1998, representing approximately $4.4 billion in total investment. More than 75% of those transactions focused on creating jobs, education, and affordable housing, while less than 2% of all PRIs made were relevant to the energy sector. 14 PRIs remain a promising but underused tool across many charitable purposes related to energy innovation and deployment.
Program-Related Investments ( PRI )
Important regulatory details about Program-Related Investments ( PRIs )
A PRI can be counted as part of a private foundation's charitable distribution if it meets these three requirements:
1) the primary purpose of the investment is to accomplish one or more of the charitable, religious, scientific, literary, educational and other exempt purposes described in section 170(c)(2)(B) of the Internal Revenue Code;
2) no significant purpose of the investment is the production of income or the appreciation of property; Foundations may also invest funds from their endowments in ways that generate both social and financial returns, provided that those investments do not jeopardize the longevity of the endowment and long-term achievement of charitable purpose. Nonconcessionary investments from the endowment are oftentimes referred to as Mission-Related Investments (MRI).
3) no purpose of the investment is to lobby, support, or oppose candidates for public office or to accomplish any of the other political purposes forbidden to private foundations by section 170(c)(2)(D) of the Internal Revenue
Recently, a high-profile movement called Divest-Invest Philanthropy highlights how foundations have the power to influence discussions about the uses of investment capital within the philanthropy community and beyond. 16 The movement calls for endowments to divest of fossil fuel interests for ethical and financial reasons and commit to investment in clean energy (e.g., renewables, clean tech, and other innovations).
Mission-Related Investments ( MRI )
Outside of the world of foundation capital, PRIs and MRIs become simply investments that also have an impact. As noted above, the majority of institutional capital that carries an "impact" label is managed through public equity funds with impact screens. While this type of investing, along with shareholder activism and divestment, can send important market and moral signals, for the purposes of this paper the focus is on capital and tools that will directly influence outcomes in energy innovation and deployment. Tools for managing direct investment include financial instruments such as equity or debt into companies and projects, as well as organizational designs such as hiring in-house expertise, participating in investor networks, and ring-fencing committed pools of capital for investment in energy innovation and deployment.
Dedicated impact funds are proliferating across the institutional investment landscape -from mainstream financial institutions and state pension funds, to new classes of impact asset managers and public-private collaborations. For example, the investment bank Morgan Stanley believed the impact capital trend was widespread enough to announce a five-year goal to reach $10 billion in client assets in its investing-with-impact program. 17 The California Public Employees' Retirement Program (CalPERS), which manages a $300 billion portfolio, has committed to "consider risk factors that are slow to develop, such as climate change and resource scarcity" as part of its ten governing "investment beliefs." 18 In the mold of a public-private partnership, the Over- Opportunities abound for impact investors in energy.
The U.S. energy sector is a massive enterprise of interconnected and interrelated systems. The U.S. is fortunate to have a network of celebrated national labs and universities, venture capital resources and talented entrepreneurs supported by incubators and accelerators, a sophisticated financial industry, a legal system that protects the sanctity of contracts, and large technology and energy companies with the skills to scale technologies.
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Within this diverse ecosystem, there are many opportunities -both concessionary and nonconcessionary -for impact-interested capital to invest. Unfortunately, the current financial marketplace lacks patient, early-stage capital and expert support that can translate these projects into lasting companies. While one might expect traditional venture capital to fill this gap, the venture asset class has come to focus primarily on developing varieties of consumer-oriented digital innovation over short time periods. 23 Concurrently, U.S. venture capital activity in clean energy has dropped more than 67% between 2011 and 2013.
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Philanthropic asset owners are in a unique position to contribute, invest, and leverage resources to meet this need. Unlike conventional venture investors, philanthropists are in a position to be more flexible and patient, and to accept significant levels of risk to achieve measureable social or environmental returns. As early investors, and by absorbing a higher amount of risk, philanthropists can attract follow-on capital to promising enterprises. 25 Unlocking even a small portion of the $50 billion given as grants annually from U.S. private foundations or the $700 billion in foundation endowments would revolutionize the way we develop unproven energy technologies for applications in developed economies as well as the developing world. 
Deployment
Imagine a $200 million PRI commitment to subsidize a first-of-a-kind nuclear facility, bringing technology down the cost curve and promoting baseload electricity generation with zero carbon emissions.
Rapid, large-scale investment in the deployment of proven clean energy solutions is critical in order to meet the economic and social imperatives for emissions reduction at the pace and scale required. In many cases, cleaner alternatives proven at a small scale exist but are not deployed at a full scale because of financing barriers. Impact investors can play a valuable role in bridging this "commercialization gap" 26 by supporting technologies -such as advanced nuclear, carbon capture and sequestration, or deployment of wind and solar in critical geographies -through low-cost debt, subsidized off-take agreements, and early-stage development capital.
In addition to commercializing technologies, there are opportunities for impact investors to support business model innovations that drive commercialization, such as enabling distributed asset financing at scale (e.g., SolarCity, Mosaic, Next Step Living). Additionally, opportunities abound to incentivize later-stage companies with proven technologies to work on projects they would not otherwise prioritize -opening an office that brings green-collar jobs to underserved neighborhoods, developing technology specifically for charitable applications, or deploying projects in the developing world.
Imagine a $5 million PRI to incentivize a small private company to deploy its water filtration technology to clean up tailings ponds at oil drilling sites in the Rocky Mountains to reduce harmful flooding.
Indeed, nearly every subsector of the clean energy economy could benefit from catalytic or flexible impact capital, but this is especially true in the developing world. Globally, 1.3 billion people lack access to electricity and instead rely on heavily polluting and expensive kerosene, candles, and flashlights for their basic energy needs. 27 Fortunately, companies providing services and deploying proven energy technologies -modern lighting and mobile phone charging from solar power -are growing rapidly with 95% compound annual growth rates in Sub-Saharan Africa, according to the World Bank's Lighting Africa program. 28 These companies increasingly have proven track records but struggle to raise the risk capital they need to expand.
Again,unlocking impact investment assets that are focused on absorbing the first loss risk associated with deploying the proven technologies of today is imperative in developed economies as well as the developing world.
Imagine a $40 million PRI loan guarantee reserve to kick-start solar electricity businessesin Sub-Saharan Africa that alleviate poverty by providing electricity to households currently living in the dark.
It is important to note that the perceived policy barriers described here do not prohibit PRI-making to energy or climate causes per se, but are causing hesitation in the marketplace on behalf of those asset holders looking for clear guidance. The operational and educational barriers described above are the primary hurdles that need attention and smart government intervention.
High barriers currently prevent impact investment in energy.
In-house staff lack the deep expertise and organizational support to find, screen and structure energy investments.
External advisors -accountants, lawyers, trustees and investment advisors -lack resources to evaluate and facilitate investment in energy innovation and deployment.
There is an acute lack of awareness about the capital gaps in energy innovation and deployment -those stages that are not currently covered by traditional investors or government.
The impact metrics for energy opportunities are difficult to quantify before and after investment..
Asset class silos obscure energy opportunities that span multiple investment types and asset classes.
Climate change (mitigation or adaptation) are not explicitly charitable purposes in the Tax Code.
The IRS has issued inconsistent written determinations regarding PRIs in the energy sector.
Regulatory uncertainty undermines long-term investment in the energy sector.
There remains a lack of familiarity and comfort with program-related investing among grantmaking foundations.
Transaction costs are prohibitively high on a deal-by-deal basis.
There are too few examples of energy-related PRIs to serve as precedent.
There is a scarcity of attorneys with experience making PRIs to energy-related causes. 
PRI
Perceived Policy Barriers Educational Barriers
Operational Barriers
There is no educational or exchange forum dedicated to reducing the information asymmetries between charitable investors and energy experts.
To address the educational, operational, and perceived policy barriers enumerated above, it is essential that the federal government work side-by-side with private and social sector intermediaries to bolster and coordinate impact investment in the energy sector. Not only is the energy sector inexorably linked to government intervention, but the federal government also has the capacity to help impact investors break down barriers that currently prevent action. Most critically, there is a coordination function missing today to help impact asset owners achieve their goals in a sector defined by scale -the federal government could help fill this gap immediately. Objectives | Summary | The National Task Force will identify and propose strategies to stimulate and coordinate impactinterested capital for energy innovation and deployment and facilitate public-private partnerships related to impact investing in the energy sector.
Call to Action
Confluence Philanthropy | Confluence Philanthropy supports and catalyzes the work of private, public and community foundations, individual donors, and investment advisors committed to moving philanthropy towards mission-aligned investment. Confluence Philanthropy hosts conferences, webinars, trainings, and supports working groups focused on specific areas of investment and change strategies.
CREO | CREO is a network of qualified family offices, private investors and advisors focused on developing and investing in the global
Grant Award | The Department of Energy's Office of Energy Efficiency & Renewable Energy would offer a grant award to support the National Task Force over a two-year period.
Recipient | Private nonprofit organizations would apply to become the recipient of the DOE's grant award in order to become Secretariat of the National Task Force. Each applicant would propose their own Task Force structure, prioritized workflow, deliverables, budget, prospective Task Force members, and plan for sustainability beyond the two-year grant.
Recommendation 1
a) Map the landscape of impact-investing actors and platforms as well as relevant state and federal agencies and resources.
b) Track and evaluate state and federal tax, budget, procurement, and regulatory policies that present material barriers to, or opportunities for, the flow of impact capital into energy innovation and deployment.
c) Research and describe best practices among previous public-private partnerships in other sectors.
d) Deliver a formal and ongoing public-private partnership proposal for impact investing in the energy sector that includes an implementation timeline, an action plan, performance metrics, and a theory of change.
Examples of potential public-private partnership structures to be considered by the National Task Force:
• Community development financial institution program for energy Recipients | Single organizations or consortia of existing organizations with capacity to engage, organize, and facilitate co-investing among impact investors or create investment opportunity exchange platforms in the energy sector would apply for the grant award. Applicants would need to be specific on which investor type (e.g., philanthropists, family offices, institutional investors), investment type (e.g., PRI, MRI, investor toolkit), and energy opportunity type (e.g., innovation or deployment) will be included in their DOE-supported program.
Objective | Accelerate the pace and volume of private sector investments designed to meet critical funding gaps and leverage new investments into clean energy companies and projects.
Support impact investment intermediaries working in the field. 
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